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KEY ECONOMIC INDICATORS 


All values in million U.S. $ Exchange rate as of 4/15/75 
unless otherwise stated U.S. $1 = 3.49 SR 


Rate 


ITEM 1972 1973 1974 of Growth 


INCOME , PRODUCTION 


GDP at Current Prices . ° . ‘ 39,5104 
GDP at Constant (1970) 

Prices ; 3 9,804.51 
Per Capita GDP Current 

Prices (thousands of $) ; 3 6,9912 
Non-Oil GDP at Current 1 

Prices 5 5 ; 5,161.2 
Non-0il GDP as % of GDP ‘ . 13 
Crude Oil Production 

(million barrels) : > 3,036 
Oil Revenue ; . 22,573 
Government Expenditures 

(budgeted) ‘ 16,361 


MONEY AND PRICES 


Money Supply (9/74) 

Demand Deposits (9/74) 

Interest Rates (4/75) 

Cost of Living Index 
(1974) 


BALANCE OF PAYMENTS AND TRADE 


Exports (FOB) 5,251.8 ° 33,588 

U.S. Share 5% ‘ NA 

Imports . ‘ 3,7951 

U.S. Share 30-35% 

Balance of Trade (+/-) +3,861.7  +6,983.9  +29,7931 

Gold, Foreign Exchange, 
Official Foreign Invest. +5,840 +6 ,044 +12 ,319 

lembassy projection based on incomplete, preliminary data. 

Based on unofficial gruletion estimates. 

3Rates of growth are 13 2-month rates where 1974 data are incomplete; rates 
calculated in Saudi Riyals before converting to dollar figures given. 


Sources: Saudi Arabian Monetary Agency; Central Department of Statistics; 
OECD. 





SUMMARY 


The tragic death of King Faisal has not changed the policy, 
economic or political, of Saudi Arabia. The country re- 
mains oriented toward the West and toward free enterprise, 
and King Khalid has endorsed the commitment of the King- 
dom's enormous oil revenues to a massive modernization 
and industrialization plan. Realization of this plan will 
bring truly dramatic change in the next decade. One 
million or more workers will be needed to complete the 
plan on schedule and huge sums must be spent on infra- 
structure. Rapid increases in port capacity and handling 
ability, imaginative vocational training programs, and 

an improved financial system demand urgent attention, 
Billions of dollars must be spent to provide adequate 
water supplies and to collect energy from sources now 
wasted (as flared gas). 


All of this means tremendous opportunities for the American 
businessman. Exports, particularly of construction equip- 
ment and other capital equipment, will find a growing 
market in Saudi Arabia. Investors will also find a favor- 
able climate with a variety of lucrative incentives. 


Saudi Arabia seeks to manage its excess revenue (still 
far in excess of amounts which can be absorbed locally) 
in a way which will minimize market disturbance and take 
into consideration sensibilities regarding local owner- 
ship. Much of those revenues have gone to the United 
States and should continue to do so. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Boom Preliminary indications are that Saudi oil 
revenue (96 percent of government income) reached $22.6 
billion in 1974. In anticipation of the massive development 
program which this money can finance, foreign firms are 
scrambling to gain a foothold in the market and local Saudi 
firms are energetically seeking foreign partners. Foreign 
technicians, experts, promoters, and representatives of 
foreign firms are descending on the country in masses. 


The next five year development plan is now under final re- 
view by the Council of Ministers and should be approved soon. 
Government spending to enact the program will be the dominant 
feature in the economy, just as oil production has dominated 
in the past. The plan will call for an expenditure of mre 





than $100 billion in the next five years. This is an awe 
inspiring undertaking in an economy with a non-oil Gross 
Domestic Product of only around $5 billion in 1974, 

Emphasis will be on large scale, energy intensive industry 
utilizing as little labor as possible. An example is the 
massive Jubayl complex to be constructed on the East coast 

at a cost of at least $15 billion. The Jubayl complex alone 
will require some $10 billion investment in water, roads, 
housing, gas gathering, port and other related infrastructure 
projects. Expenditures totalling $10 billion are now planned 
in the country-wide water program (the bulk in desalination). 


King Khalid has also indicated that increased attention will 
be given to health and housing development. Although in the 
past the Government has been able to spend only around 60 
percent of total budgeted amounts, after several years that 
figure should grow progressively, as infrastructure projects 
are completed. Contracts are already being signed almost 
daily in all fields. 


Government revenue should be sufficient to meet development 
goals and leave a sizable amount for foreign aid programs and 
for a healthy slice of investment in the developed economies. 
If oil production continues at the current rate of under 6.5 
million barrels per day, government revenue would only be 
around $20 billion in 1975, but deferred 1974 payments will 
boost that figure this year, and higher demand from Western 
economies (as they recover from the current recession) should 
ensure even higher income thereafter. Saudi plans now call 
for an increase in capacity from the current 11 million barrel 
per day level to over 15 million and the development plan 
reportedly estimates average revenue per year at $30 billion 
over the next five years. 


Private Consumption will rise extremely rapidly over the next 
few years. Wages continue to escalate more and more rapidly 
as foreign companies scramble to enter the market. The Saudi 
Government itself raised wages and salaries by an average of 
around 30 percent at the beginning of 1975. Although the cost 
of living is also rising rapidly (somewhere between 20 and 30 
percent for workers with an average income - $200 to $300 per 
month - higher for higher income groups) real disposable in- 
come still seems to be rising at a very rapid rate. 
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Private investment is also booming as oil revenue finds its 
way into private hands. As an example of the many private 
projects under way, both GM and Mercedes will begin work in 
1975 on joint ventures to assemble autos and light trucks of 
the former and trucks and busses of the latter. 


Total imports grew at a rate of some 92 percent in 1974 (based 
on export data from OECD and UN sources), and if port capacity 
can be increased fast enough they could double again in 1975. 


Bottlenecks Although Saudi Arabia's financial resources may 
appear infinite, it is rapidly becoming evident that there are 
limits to the power of raw money for development. In fact, 
there are three major bottlenecks which have the potential to 
seriously slow Saudi development unless they are rapidly re- 
moved. The most serious stricture is inadequate port capacity 
and materials handling ability. In 1974 Saudi Arabia's im- 
ports were only 36 percent less than total non-oil GDP. The 
inflow of goods has now reached such a magnitude that in 
Jidda the delay before arriving ships are actually unloaded 
is between 20 and 35 days. The result has been a 50 percent 
surcharge on shipping costs imposed by all of the major ship- 
ping conferences. In Dhahran the surcharge was recently in- 
creased by 50 percent (using earlier shipping costs plus sur- 
charges and penalties as the base). The Saudi Government has 
plans under way for a major enlargement of ports - they plan 
to spend some two billion dollars on construction and equip- 
ment. The increased capacity was needed yesterday, however, 
and inevitable delays due to issuing tenders, evaluating bids, 
etc. may mean that many projects will be delayed for long 
periods while contractors wait for needed materials. 


The second crucial bottleneck is in manpower. If the current 
development plan were to proceed on schedule the Saudi 

economy would be forced to recruit from 500,000 to 1.5 million 
foreign laborers during the next five years depending on suc- 
cess in training Saudis. Concentration on capital intensive 
industry also means greatly increased demands for skilled man- 
power, thus massive training programs will be needed to up- 
grade the skill level of the largely semi-literate labor 

force now in-country. The Saudi Government issued a Royal 
Decree in February which has resulted in more speedy dis- 
position of visa applications, and workers are already be- 
ginning to arrive more rapidly. Nevertheless, if recruiting 
abroad is left largely in the hands of private firms, the 
result is not likely to be as good as it would be though a 
concerted government effort. 
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The Saudis also urgently need skilled managers at every 
level of business and at middle and lower levels in govern- 
ment. Recongizing this, a recent decree made it legal for 
non-Saudis to actually hold positions within the government. 


The third crucial deficiency is in financial intermediation. 
Although 12 banks are in existence in the country (two Saudi 
and 10 foreign-owned--some of the latter are now selling 
majority equity to Saudis), most of the banks have tradition- 
ally stayed strictly within the bounds of commercial banking 
narrowly defined. The Saudi Government has created the 
Industrial Development Fund to loan up to 50 percent of 
finance costs to new industry at essentially interest-free 
rates but the economy is seriously under-banked. The number 
of investment banks, and/or commercial banks willing to make 
developmental loans is far too small for the rapidly develop- 
ing manufacturing sector. Several investment banks have 

been created recently but more are needed, 


IMPLICATIONS FOR THE UNITED STATES 


The recent death of King Faisal was a tragic loss to a 
Kingdom he had governed well. The succession was, how- 
ever, orderly and dignified, and King Faisal's policies 

are not likely to be rapidly changed. No effect on the 
economy has resulted and none is expected. U.S. business 
enjoys the premier place in the esteem of Saudi decision- 
makers, but will have to work hard to hold that position 
against the determined efforts of European and Asian firms. 


Much also hinges on our ability to facilitate a Middle East 
settlement. 


Exports Saudi Arabia will prove an increasingly prosper- 

cus market for U.S. exports in the next decade. In 1974 

U.S. exports destined for this country reached $835 million-- 
an increase of almost 90 percent over 1973 and around 35 
percent of total exports to Saudi Arabia (FOB). In private 
consumption the market for non-durables will rise rapidly, but 
durable market will be even more lucrative as the level of 
affluence of Saudi consumers grows rapidly. The exporter who 
will make the most profit and do the most business will be the 
one who arranges his exports in the most easily handled manner 





to help offset unloading problems (LASH ships could be one 
example). An entrepreneur who would be willing to break 
through the usual chain of distributors and wholesalers to 
Set up low mark-up, high turnover joint venture sales out- 
lets would also have a major advantage. 


The Saudi population probably does not exceed 6 million 
persons and in absolute terms only a small percentage of 
those are in the affluent category at present. Thus, 
capital equipment will offer the best market for U.S. ex- 
porters over the next decade. Power generating equipment, 
construction machinery, telecommunications equipment, al- 
most anything which can conceivably fit into this category 
will be in high demand. Among the highest priority items 
are likely to be materials handling equipment and hospital 
equipment. Desalination equipment has enormous possibil- 
ities. The Saudis will also be spending very large amounts 
in the near future to modernize and improve their armed forces. 
A number of commercial opportunities should be available 

in that field. Saudia Airlines, which has proved to be a 
very profitable venture, will also be looking for additions 
to its fleet and equipment in the near future. 


Services As noted above, massive construction contracts 
will be let during the immediate future. Although problems 
of manpower and access to materials supply will be a chal- 
lenge, major profits will be made. American construction 
companies should get more than their share of contracts if 
they will make the effort needed to get to know the market 
and its characteristics. Management, training and turnkey 
type contracts will also offer very lucrative opportunities. 
The largest contracts will be in the public sector and will 
require diligent effort by the potential contractor. Resi- 
dential construction offers some very real possibilities. 


Joint Venture Opportunities In addition to the massive 
government sponsored or owned petrochemical projects--the 
steel and aluminum plants and so on--a great deal of ef- 
fort is being made to encourage medium sized local industry. 
Tax holidays, low cost energy, extremely generous financing 
terms and a variety of other incentives are available to 
foreign firms engaging in joint venture projects. Foreign 
investment is not only welcomed, it is actively sought for 
the technology and managerial expertise it can bring. 


Here again, American firms enjoy a significant traditional 
advantage. 





-8- 


Reverse Investment The Saudi government has already in- 
vested significant amounts of its surplus revenue in the 
U.S. economy. The bulk of this money has moved into govern- 
ment securities and, to a lesser extent, short and medium 
term deposits with U.S. banks. There are indications, 
however, that more and more of that money will go into 
private corporate debt and even into equities, as Saudi 
Arabia seeks to diversify its holdings. At this time the 
policy of the country is to avoid any movement of capital 
which would have a destabilizing element on financial 
markets or which would create political questions regard- 
ing foreign (Saudi) ownership or control. 


Trilateral Investment U.S. firms interested in joint 
ventures in the developing world should give active con- 
sideration to the possibility of financial assistance from 
Saudi Arabia, especially if plans involve the Arab world. 


The Saudi Economic Development Fund will have $1.5 billion 
in capital paid in by 1977 and will ultimately receive 
another $1.3 billion. The Saudis are also active in the 
Arab Investment Company (located in Riyadh), the Islamic 
Development Bank (located in Jidda), the African Develop- 
ment Bank, and a variety of similar institutions. 


U.S./Saudi Bilateral Relationships A Technical Coopera- 
tion Agreement was recently signed by both governments, 
thus providing a framework in which the U.S./Saudi Joint 
Commission will provide extensive expert assistance to 

the Saudi development effort. A variety of projects, in- 
volving as many as 100 experts, is already underway. The 
Joint Commission will also provide a framework within which 
both governments can encourage and facilitate cooperation 
in the private sector. In addition, an investment guar- 
antee agreement became effective April 26, 1975. 
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